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“Some Considerations Which Affect the Cost of 
Group Insurance” 


“Group insurance” has become a common fringe benefit. 
Dr. Schwarzchild’s subject will be of interest and information 
to firms which now have this type insurance for their personnel 
as well as to those which contemplate such a program. This 
article describes such aspects of group insurance as its charac- 
teristics; the conditions which must be met by the firm, both 
employer and employees; coverage; deductible choices; and 
suggested procedures in selecting the insurance company that 
will offer the best service to the particular firm. 

Dr. Schwarzschild is assistant professor of insurance, School 
of Business Administration, Georgia State College of Business 
Administration. 


JOHN T. CONNOR 
Rx Merck—for More Effective Management” 


Mr. Connor, President of Merck & Co., Inc., discusses some 
of the methods used by his company for improving the effec- 
tiveness of management—as it relates to the benefit of the 
employee and the firm. He expresses prime concern for the 
individual and further presents some of the specific aspects 
of the Merck organization which have led to more effective 
and able management—aspects such as employee stockowner- 
ship; the “outside” Board of Directors; the Management Coun- 
cil; incentive plans for personnel; and the general decentraliza- 
tion of management authority, ie, more people making 
decisions: the delegation of authority but not of responsibility. 


C. CLYDE JONES 
“Who Should Write Business History?” 


The fifth article in the Business History series is concerned 
with the person who writes the business history. Dr. Jones 
suggests that the author should have experience and training 
in research and writing, a knowledge of history as well as of 
business operations, and an objective approach. The wise choice 
of a writer is of major importance to any firm in considering 
a publication of its history. 

Dr. Jones is professor of business administration and head, 
Department of Business Administration, Kansas State Univer- 
sity, Manhattan, Kansas. 


WILLIAM G. SCOTT 
Modern Human Relations in Perspective” 


Dr. Scott analyzes “human relations” in the business field. 
He designates certain action-designed assumptions as they 
relate to a human relations philosophy for management and, 
further, demonstrates the business elements that most directly 
involve management in human relations. Finally, the author 
questions whether management should be responsible for the 
development of che “whole man,” as is believed by many. 

Dr. Scott is associate professor of management, College of 
Commerce, De Paul University. His article was done under 
a research grant while he was a member of the faculty of 
Georgia State College of Business Administration. 
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Employers today are finding that group life and 
health insurance plans may be more effective in attract- 
ing and retaining employees than an even greater out- 
lay in payroll. This seeming paradox is created partly 
by the fact that payrolls are subject to income and 
wage taxes and partly by the fact that many people 
prefer to have these insurances provided for them even 
though indirectly they pay the cost. Add to these condi- 
tions the efforts to estop the growth of federal so- 
cial insurance measures, and the active interest of 
unions in nonwage benefits, and we have a basis for 
the prodigious growth of group life and group health 
insurance in the last fifteen years. Their rate of growth 
has been several times the rate of growth of individual 
insurance. Today 33 per cent of the life insurance in 
force is issued under group contracts, and 61 per cent 
of the health insurance premiums are from group 
contracts. 

Because a group insurance program can be effective 
in attracting and retaining personnel, can relieve em- 
ployees of financial distress caused by disability, and 
can contribute to high morale, it deserves employers’ 
careful consideration. If improperly designed it can be 
costly and have socially undesirable effects, and yet if 
properly designed the cost can be reasonable and the 
program socially constructive. 

At one time the expression “group insurance” 
brought to mind only group life insurance, but the last 
few years have seen more and more group life con- 
tracts augmented by the inclusion of health insurance 
coverage of one form or another, primarily hospitaliza- 
tion and surgery coverages. In a sense all insurance is 
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group insurance. The very essence of the insurance 
technique lies in the pooling or combining of risks. 
Without groups of risks there could be no real insur- 
ance. But “group” insurance is distinguished from 
other insurance by certain unique features. 


SPECIAL CHARACTERISTICS 


The most obvious of the distinguishing character- 
istics is the coverage of many lives in one contract. 
This mass distribution and administration provides 
economies of wholesale operation. In insuring groups 
of employees of a common employer a less obvious 
characteristic is that individual applications are not 
used to provide data for the underwriting and selection 
of the individual as qualified for insurance. The in- 
surer does not obtain data on the character, habits, 
medical history or physical condition of each individual 
in the group. However, the insurer would not insure 
a group in which it was suspected that these factors 
were below par for a sizable proportion of the in- 
dividuals therein. 


Group insurance is generally provided on a one year 
renewable term insurance basis with the consequent 
elimination of the necessary reserve element of level 
premium insurance. The costs of this term insurance 
may be kept relatively low as a result, among other 
factors, of the flow of young persons into the group 
and old persons out of the group. A final noteworthy 
characteristic is the fact that for the large group the 
premiums are subject to experience rating. 


GROUP EVALUATION 


To the degree that good underwriting practices pre- 
vail in the selection and design of group coverages, 
low costs will result. The following are the more im- 
portant general underwriting principles of group in- 
surance. They will help the employer evaluate his 
group’s position in the insurance market. 


(1) The insurance should be incidental to the 
group. The insurance should not be the reason the 
employee is in the group, and this requirement is gen- 
erally satisfied where the insurance is on employees. If 
the insurance is the reason for being in the group, 
there is little doubt that poorer risks would tend to seek 
and retain membership in the group. 


(2) A flow of persons through the group. If 
there is a stream of new entrants into the group repre- 
senting the addition of young, healthy lives, and a flow 
out of the group of the aged and impaired lives, the 
obvious result is to keep the cost down. Employers 
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who retain retired employees in their group can expect 
very steeply increasing costs. 


(3) Automatic determination of benefits. The 
amount of an individual’s benefits must be determined 
in some automatic manner out of the control of the 
employer or employees. Should the amount of insur- 
ance for each individual be subject to the option of the 
employer or employee there would be considerable 
chance to select larger amounts of insurance for the 
poorer risks. The amount of benefit should be de- 
termined by some function of the years of service or 
salary bracket. Allied to this is the fact that there 
should not be a disproportionate amount of insurance 
on executives. 


(4) Limited time for entry into the group. Under 
a noncontributory plan (a plan where the employer 
pays the whole premium), all eligible employees are 
entered into the group when the group is installed 
or when they become eligible for the insurance. Under 
a contributory plan if the employee does not enter 
during a limited eligibility period of, say, thirty days, 
he cannot later enter without submitting individual 
evidence of insurability. 


(5) Minimum proportion of the group. Another 
essential element is the requirement that, if noncon- 
tributory, all employees in a given class must be in- 
sured. Where employees contribute toward the pre- 
mium it is required that at least 75 per cent of the 
eligible employees be enrolled. This is to safeguard 
against an undue proportion of substandard lives. It 
should be noted that the failure to maintain 75 per 
cent in the group is one of the few bases on which the 
insurer may cancel the policy. 


(6) A minimum number in the group. The re- 
quirement of a minimum number of insured lives 
serves to lower the administrative cost per insured. Be- 
sides, it is necessary to have a minimum number of 
lives in order to dispense with individual selection and 
to apply these group techniques. 


(7) The employer must pay part of the cost. Un- 
less the employer pays part of the cost, the younger 
and healthier members will become aware that they 
are helping to pay for the impaired lives and will tend 
to leave the group to purchase insurance at less cost 
elsewhere. 


(8) Simple and efficient administration. The em- 
ployer must cooperate in making the submission of 
beneficiary changes, of changes in name, and of claim 
forms simple and involve the minimum effort. Compli- 
cated forms or forms filled in by the claimants will 
cause increased expense and employee dissatisfaction 
with the service. 
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(9) Actively at work requirement. An employee 
must be actively at work on the date he becomes 
eligible for his initial coverage or for subsequent in- 
creases in the amount of his insurance. This require- 
ment is to assure a reasonable level of health, since 
the employee’s health must be a reasonable minimum 
for him to be on the job. In the small group this pre- 
vents the policy’s being purchased to provide “death- 
bed coverage.” 


(10) Probationary period. Waving a period of 
from one to three months before an employee becomes 
eligible for insurance reduces the record keeping ex- 
pense relative to short-term employees, excludes the 
transitory worker who is generally a poorer class of 
risk, and reduces the possibility of otherwise-uninsura- 
ble persons’ seeking employment to obtain the insur- 
ance coverage and then leaving and converting their 
insurance. It should be noted that when the separating 
employee converts his group insurance to ordinary in- 
surance the insurance company levies a’ conversion 
charge, of approximately $65 per $1,000 of life insur- 
ance converted, against the employer’s experience ac- 
count to offset the poor risk which it assumedly is 
getting in its ordinary department. 


(11) The eligible employees should be in a low 
turnover, nonseasonal group. Along with the proba- 
tionary period, the elimination of seasonal employees 
from the group and the presence of a low rate of turn- 
over reduces administrative expenses and the costs 
associated with the adverse selection of conversions. 


(12) Low proportion of females. In health insur- 
ance a large number of women has an adverse rate 
effect. This effect can be mitigated but not eliminated 
by certain changes in the coverages which are exam- 
ined below. 

The factors discussed above relate primarily to the 
characteristics of the group. Poor practices in the selec- 
tion of the group will cause poor experience and an 
increase in cost. Also of great importance in the matter 
of cost is the design of the coverage. However, it is 
perhaps well to remember that health insurance costs 
have been increasing about five per cent a year even 
with no change in coverages. So amy health insurance 
plan will undoubtedly experience increasing cost. 


COVERAGE CONSIDERATIONS 


In the life insurance contract death from any cause 
is covered. Therefore, the complications of exclusions, 
waiting periods, deductibles, and so forth, are not 
present. The most important matter worth mentioning 
relative to group life is that if cost is a consideration 
the group coverage should terminate with the termi- 
nation of employment. Retention of the retiree in the 
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group raises costs greatly. This is equally true of group 
health insurance, for not only is the morbidity rate 
higher among the aged, but as they are now retired 
there may be no loss of wages associated with illness to 
serve as a deterrent to prolonged illness. 

Relative to the group health insurance contract, the 
design of coverage is most important to the cost con- 
sideration. Group health insurance is a generic label 
which might include one or all of the following: in- 
come during the disability period; accidental death 
and dismemberment coverage; hospitalization, surgical 
expense, medical expense, dread disease, and major 
medical coverage. 

The income replacement coverage is generally for 
nonoccupationally-caused disability, as workmen’s com- 
pensation covers the job-related disability. However, if 
income replacement for nonoccupational disability is 
provided, it seems only logical to provide a supple- 
mentary disability income coverage for the job- 
related disability, which when added to the workmen’s 
compensation will equal the nonoccupational benefit 
level. If disability income insurance is provided it 
should be safeguarded with an adequate waiting period 
to avoid malingering and paying for frequent indisposi- 
tions, such as hang-overs. Since the first $100 per week 
of benefit is not subject to income taxes, and since non- 
medical living expenses are less when the employee is 
sick, the disability income benefit should be sub- 
stantially less than his salary. Otherwise, being sick 
may become financially attractive. 

Except in the more hazardous industries, accidental 
death and dismemberment insurance, when written, 
generally covers occupational and nonoccupational 
causes. Since the dismemberment loss cost is low and 
the impact is dramatic, if the benefits are kept to a 
reasonable level, the insurance is often considered to 
be justified. However, an unreasonable level of benefit 
will offset the advantages of low frequency. 

Hospital expense insurance has become the most 
common health coverage. Risk managers are gradually 
becoming aware that to treat any item of expense more 
favorably than another is unwise. Providing hospital 
insurance may mean that people use the hospital for 
examinations and treatments which could be done at 
the doctor’s office or on an out-patient basis. Also, 
from a logical standpoint the non-hospital bill is just 
as difficult to pay as the hospital bill, so why single out 
one type of expenditure? Lastly, hospitalization insur- 
ance has generally been written with no, or a very 
small, deductible—this means that the handling cost 
may be twice the hospital bill. Surgical insurance, 
medical expense insurance, and laboratory insurance 
all have some of the aspects of hospitalization insur- 
ance. In addition to the aspects discussed, this aggrega- 
tion of pieces of insurance is often confusing and not 
well understood by the employees. 











A comprehensive major medical expense policy 
with a deductible related to the employee’s income and 
80-20 coinsurance is simple to understand, involves 
only one contract, avoids the high costs involved in 
paying, for example, a $10 bill, avoids the overuse of 
medical facilities which the no-deductible, non-coin- 
sured hospitalization policy may encourage. Further, 
it recognizes that a medical bill is a bill, even if it is 
for doctors, drugs, nurses, or appliances and not just for 
hospitalization. Recognizing that more money goes 
into an insurance comany than comes out in benefit 
payments, the use of a deductible amount avoids this 
loading charge for high-frequency expenditures. The 
provision that the insurance only pays 80 per cent of the 
bills in excess of the deductible encourages the em- 
ployee and the doctor to keep costs down after the 
deductible has been passed. It is simply amazing how 
the deductible and the coinsurance will reduce the 
over-utilization of medical services and products. The 
deductible should be related to the employee’s salary, 
for persons in higher salary brackets use more expen- 
sive medical care. 


Deductible Choices 


vere are several types of deductibles which affect 
costs differently. The per cause deductible applies a 
deductible to each person for each different illness. Since 
expenditures are not incurred all at once, most plans 
provide a “benefit period,” which is usually two years in 
which to accrue the deductible. This type of deductible, 
while perhaps resulting in lower insurance cost than 
some of the below-described deductibles, means that the 
insured with several major illnesses in a short time must 
overcome several deductibles. It also presents the loss 
settlement problem of determining if an expenditure is 
related to the cause for which the claim is made. 

The calendar year deductible applies the deductible 
only once in a calendar year even for numerous differ- 
ent illnesses, and it eliminates the problem of deter- 
mining the cause of an expenditure. This overcomes 
the above objections to the per cause deductible, but 
some may object to its increased cost. The deductible 
can be either per employee or per family if dependents 
are also covered. 

The simplest form of deductible to understand is 
called the family budget deductible. Here medical bills 
in excess of a monthly budgetable figure, which may 
vary from $25 to $250 a month depending on the 
salary of the employee, is subject to reimbursement 
on the 80-20 coinsurance plan. There is usually an 
aggregate lifetime benefit maximum of $5000 to 
$10,000 per insured life. The main objection to this 
plan is that by bunching his family’s medical expendi- 
tures the insured avoids, to a large degree, the impact 
of the deductible. 
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Another deductible is the corridor deductible. Here 
the deductible is the amount of medical expense in ex- 
cess of the basic contract or contracts (usually hospital- 
surgical contracts) which the insured must bear before 
the major medical coverage is payable. The justifica- 
tion for its use was the early application of having the 
insured, himself, bear a portion of the medical ex- 
pense costs, but it simply maintains the poor health 
insurance practice of having full coverage first dollar 
plans. 

Of these deductibles the calendar year deductible is 
perhaps the most satisfactory to all concerned. Some 
have suggested that a realistic deductible amount to be 
applied each calendar year per insured life would be an 
amount equal to two weeks’ salary for the employee. 


CARRIER SELECTION 


Having discussed the impact on cost of certain 
characteristics of insurable groups and of policy provi- 
sions, we should now consider the selection of car- 
riers. Since we might assume that with a given plan 
and group we would have approximately the same 
claims cost, the emphasis in competition for large 
experience-rated groups is generally placed on the 
“retention”—that portion of the premium retained by 
the insurer for expenses, contingencies, and profit. If 
this retention is a guaranteed maximum, the difference 
of premiums less the sum of claims and retention is 
returned to the policyholder in the form of loss pay- 
ments or a retroactive rate adjustment.’ It should be 
noted that the laws of some states prohibit the guar- 
antee of a retention. The expenses of companies in 
handling groups do vary; and, although an idea of 
the over-all expense ratios of companies is published, 
one must always use extreme care in interpreting 
Statistical averages. 


Bid Invitations 


Competitive bids are desirable in deciding where to 
buy the benefits to be provided.’ Properly obtained, 
competitive bids will enable the buyer clearly to de- 
termine and evaluate the following: 


1Although most carriers are currently using prospective rates and 
determining a dividend (if earned) at the end of the year, some 
cafriers are using retrospective rating techniques similar to those used 
in workmen’s compensation rating. 

2For a more detailed treatment of guides to purchasing, see Prob- 
lems and Solutions of Health and Welfare Programs (New York: 
Foundation on Employee Health, Medical Care and Welfare, Inc., 
1958). 
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1. The initial premium cost with each bidding in- 
surance Carrier 


2. The insurance carrier that will provide the bene- 
fits at the lowest retention 


3. The detailed benefit provisions and limitations 
of the contracts offered by each bidding company 


4. The practices of the bidding companies with 
respect to claims reserves 


5. Administration and claim facilities offered by 
each insurance company 


6. The financial status of the insurance company 
and its relations with labor and management. 


Aside from determining which insurance company 
should be selected, competitive bids have another im- 
portant value—they can be used as a yardstick to 
measure the future performance of the insurance car- 
rier selected. 

In order to obtain meaningful competitive bids, em- 
ployers should adopt a tentative plan of benefits in 
advance of the bidding. This can be done by having a 
competent analysis made of initial and long-range 
costs of various plans of benefits. The employer should 
then adopt a plan for bidding purposes which can be 
supported within the framework of the budget and that 
is based on the needs of the employees. A good specifi- 
cation letter is the next step. 

To bid intelligently, the insurance companies must 
have detailed knowledge of the plan of benefits con- 
templated and the group involved. All bidding insur- 
ance companies must have the same set of facts. 
Obviously, if the bids are based on different sets of 
facts, they cannot be accurately compared. 

A good specification letter should provide the bid- 
ding insurance carriers with the following informa- 
tion: 


1. A complete descrintion of the plan of benefits 


2. A complete description of the size and character 
of the group 


3. A complete description of certain assumptions to 
be used by the insurance company in estimating 
its expenses and, therefore, its retention 


4, The expected annual incurred claims figure to be 
used by the insurance company as a basis for 


its bid. 


When all this information is furnished to the insur- 
ance companies, they should then be requested to sub- 
mit the following, in detail, in their bids: 


1. A complete description of the benefits they will 
provide 
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. A detailed statement of the initial premiums 
they will charge, with a breakdown showing 
what premiums are to be charged for each type 
of benefit included in the plan 


3. A detailed projection of the insurance company’s 
retention estimates, showing in dollars the amount 
the company proposes to retain out of the 
premiums paid to it 


4. A complete description of the formula to be 
used for establishing reserves for incurred but 
unpaid claims, and what will be done about any 
reserves established in the event of the cancella- 
tion of the insurance 


5. Copies of the master policies to be issued 
6. A detailed financial statement 


7. A resume of the company’s experience in health 
plans, and of its administrative and claim fa- 
cilities. 


Permanence Analyzed 


To the uninformed buyer a very low initial pre- 
mium rate is often an attractive induceraent. But 
insurance companies generally guarantee initial pre- 
mium rates for just one year. The practice of “buying” 
business by low first-year rates and then raising them 
later has tended to diminish as it has been expensive 
for the insurance companies, particularly when the 
group cancelled before the insurer could recoup its 
losses. 


Of course, after a year of adverse claims experience 
the rate adjustment may be so bad that maybe the 
policyholder can find a lower initial premium with an- 
other carrier. However, the policyholder must realize 
that changing carriers involves re-establishing re- 
serves which may have already been set up, defraying 
the high first-year commission and underwriting ex- 
pense of issuing contracts, employee certificates, de- 
scriptive booklets, and accounting forms. Generally it 
is better to adjust differences with the existing carriers 
than to change carriers. 


SUMMARY 


An increasing number of employers are deciding group in- 
surance is worth some outlay of funds by their companies. 
In considering such action the prospective purchaser, and 
even those already participating in group plans, will want to 
review what is offered by group insurance, how it can benefit 
the particular group, how much protection the budget will 
afford, and which carrier offers the best long-range service. 
Effective evaluation of all of these points may well add 
another member—or a more enthusiastic one—to the growing 
ranks of group insurance customers. 
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Fy Merck—FOR MORE EFFECTIVE MANAGEMENT 


“In the Merck prescription for improving effectiveness of management .. . the activating 
ingredient in the entire mix is concern for the individual, concern not only for his rights and 
dignity but also for the atmosphere and the circumstances under which he works so that 
maximum creativity and effectiveness can be realized for his own satisfaction and for the 


good of the entire enterprise.” 


It seems generally agreed that we are now engaged 
in a long-range economic competition with Soviet 
Russia, and that the stakes are very high. There 
is no general agreement, however, about what it is 
going to take to win this competition. The varied 
views held seem to be different ways of saying that 
the final victory will go to the side that manages its 
industry most effectively; and one of the most im- 
portant aspects of this competition is the winning of 
admiration and support of the new nations which are 
now sitting on the neutralist fence, some of them still 
primitive, some with ancient civilizations of their own. 
(But all of them—ready or not—want to plunge head- 
long into the twentieth century.) On this point, su- 
perior management can be decisive. However, both 
deeds and words will be needed: deeds to keep on 
proving that our system not only can provide indus- 
trial development on the very largest scale, but can 
also enhance the full and free development of every 
individual; and words will be needed to tell the story 
of the American system in parts of the world that 
know little or nothing about it. Our story must be 
told well—better than we are now doing—because 


Note: The Management Forum series is arranged by Dr. James E. 
Chapman, professor of management and chairman of the Department 
of Management, School of Busimess Admimistration, Georgia State 
College of Business Administration. 


we are going to be contradicted point by point by 
Communist propaganda. 

No doubt some of the new countries will want our 
government to help them develop along the lines of 
free enterprise. Let’s help them, by all means. And, 
equally important, let’s set them a good example here 
at home—an example of how our form of twentieth 
century “people’s capitalism” can combine the benefits 
of large-scale production with the incentive of ever- 
widening individual ownership of industry. This ex- 
ample can be given only by American management— 
in the way it runs its own businesses at home and 


abroad. 


EMPLOYEES BECOME STOCKHOLDERS 


The above point may be illustrated by our own 
experience at Merck, which is the company I know 
most about. Less than two years ago we inaugurated 
our Employee Stock Purchase and Savings Plan, in 
which the company matches 50 per cent of the em- 
ployee’s saving, up to $50 each month. Our inten- 
tion was to broaden the base of employee ownership 
in the company and in other securities as well. Recog- 
nizing that the impulse toward ownership is strongly 
rooted in human nature, we wanted to activate it 
and harness it for the greater benefit of all concerned. 
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This plan has been very well received at every level 
of the company, and approximately 83 per cent of 
our eligible employees are participating. In addition 
to acquiring substantial quantities of Government 
bonds and diversified securities, our employees are 
steadily accumulating Merck common stock. 

Thus there is created an ever-increasing identity 
of interest between employees and stockholders which 
is decidedly beneficial to the company as well as to 
the individuals. Growing stock ownership by our em- 
ployees should heighten their efficiency, their sense 
of responsibility, and their understanding of the 
problems the company faces. All these factors, by 
the same token, can help to improve the effectiveness 
of management. 


Of course, this is only one of the techniques we 
use at Merck to improve the effectiveness of man- 
agement. It is mentioned first only because it happens 
to be one vital area in which the Russians, by the 
very nature of their doctrine, can’t even begin to 
compete with American industry. Other techniques 
have been tested and found useful in our company 
over the past six years, a period of substantial growth 
for the company in its sales and net income. 


THE BOARD OF DIRECTORS—A 
WORKING ORGANIZATION 


One important characteristic of the Merck Board 
of Directors is that it is predominantly an outside 
Board; only two members of management—the exec- 
utive vice president and the president—are also 
Board members. The Board is truly a working or- 
ganization, and its members’ duties go well beyond 
mere attendance at meetings. The duties are time- 
consuming and include keeping well-informed on all 
matters which directly or indirectly affect the com- 
pany, as well as proper consideration before all ac- 
tion taken by the Board. In addition, there are various 
Board committees with their own meetings. Because 
of these demands, the company pays each non-man- 
agement Board member a substantial annual retainer, 
in addition to the customary fees for meetings; and, 
to insure an uninterrupted continuity of management 
guidance, a retirement policy for the Board was 
adopted in December of 1957. 


The advantages of having a Board largely made 
up of men from outside the company have been dem- 
onstrated over and over again. In considering the 
advantages and disadvantages of possible diversifica- 
tions, in establishing the magnitude of our research 
programs, in expanding our international operations, 
the so-called “outside” viewpoint has been invaluable 
in analyzing trends and making the appropriate 
moves. 
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In one specific management question—the exact 
form and extent of our previously described employee 
stock purchase plan—the advice of Board members 
who had considered the same question in other com- 
panies proved particularly helpful. 

With an outside Board it becomes extremely im- 
portant that management keep it informed on current 
operations and problems so that the Board is able 
to arrive at decisions without having to have exhaus- 
tive background information on each question. 

Probably the most important Board responsibility— 
one that can never be delegated—is to see that the 
company has an orderly succession of management. 


THE MANAGEMENT COUNCIL 


Another important ingredient in Merck manage- 
ment is a small group of executives, who head opera- 
tional and staff areas, formed into an advisory board 
called the Management Council. Management Coun- 
cil meets frequently—at least every two weeks—to 
exchange information and to discuss all corporate 
matters at length. It has been of tremendous help to 
me and the other members in arriving at decisions 
that are within our competence. But the Council itself 
is not a decision-making body. At all levels of manage- 
ment we believe in fixing decision-making responsibility 
on specific individuals, not on groups. 


DELEGATION OF AUTHORITY 


The next ingredient in the Merck prescription that 
we might consider is the reorganization of divisional 
operations and responsibilities, begun in 1954 and 
still going on. 

Broadly speaking, we adopted the concept of de- 
centralization of general management authority. The 
aim of that concept is to have a system of management 
in which final decisions can be made at the appropriate 
level; to minimize, even to eliminate, the undesirable 
practice of bucking decisions up the line. Of course, 
top management then has the responsibility of defining 
accurately the matters on which each level should act. 
To accomplish this, delegations of authority have been 
clearly written out in our company, beginning with a 
definition by the Board of the president’s authority in 
an appropriate Board resolution. 

The extent and character of delegation varies from 
division to division, by type of function and accord- 
ing to the qualifications of individuals. Its scope and 
extent can also change from time to time. For ex- 
ample, a shift from highly-concentrated, centralized 
management to a decentralized one might be exag- 
gerated for a while in order to break down long-held 
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habits of referring everything to headquarters. There- 
after, some recentralization might take place. 


There are two considerations to keep in mind here. 
The first is that the goal at Merck has been to have 
more people making decisions, level by level, so that 
each succeeding level of authority is freed from un- 
necessary burdens. The second is that, while authority 
can be delegated, responsibility cannot be. This fact 
imposes a restraining influence on the person delegat- 
ing authority, an influence which causes him to be 
highly selective in deciding what matters are to be 
delegated and to whom. 


THE YEARLY PROFIT PLAN 


Our annual profit plan, sometimes referred to as 
the “budget” in other companies, is the blueprint for 
the year’s operations. In the fall of each year, divi- 
sional presidents and area heads must draw up their 
forecasts for the coming year, giving estimates of sales, 
production requirements and costs, personnel needs, 
capital expenditures, distribution costs—all the facts 
necessary for them to formulate plans of action which 
will yield a predicted profit for their respective areas. 


When the plan for the entire corporation is ready 
and approved by management, it is then presented 
to the Board with a recommendation for its accept- 
ance. The authority to accept it as the basis for the 
year’s operations, or to reject it, is the Board’s and 
is not delegated. 


IMPORTANCE OF RESEARCH 


Our company continually stresses the fact that it 
is research-oriented. The current budget of more than 
$20 million a year is equal to almost 9 per cent of 
our sales and approximately 10 per cent of the total 
pharmaceutical industry research budget—and there 
are more than 25 large competitive companies in the 
industry. 

With more than a thousand people engaged in 
work of such importance, with budgets of such mag- 
nitude, we are vitally concerned with the character 
and quality of our research management. It is without 
doubt one of the most difficult tasks a president faces; 
the techniques for such management are not yet 
clearly indicated anywhere. Compared to production 
management, for example, research management is in 
its infancy. 

Calculated risk, serendipity, cautious optimism— 
these are words and phrases encountered continuously 


in this area of decision-making. There is the problem, 
in drawing up a research budget, of spending enough 
but not too much. 


MANAGEMENT BY OBJECTIVES 


In any business people are the most important fac- 
tors. While recognition of the individual is applicable 
to virtually every company, it is especially pertinent 
at Merck where the products we offer are the results 
of our own creativity. From research to product de- 
velopment and mass production to marketing, we are 
dependent upon individual effort and individual ability 
to a degree beyond that of many other businesses. 

Realizing this fact, the system of “management of 
objectives” was installed after 1955 when the new 
team began to take office. One of the first tasks set 
then was the development of a list of goals which 
the corporation, each division, and each department 
sought to reach. The list in each case was compiled 
by the people responsible for achieving the goals. 

After many weeks of drafting and editing, the list 
of objectives was completed, a list which has become 
the operating manual for the company—the physical 
manifestation of the company’s philosophy. Since 
these goals are the keystone of the entire structure, 
the first two objectives are quoted here: 


(1) Maintain an environment within the company 
that stimulates the personal development of its em- 
ployees, recognizing that the continued prosperity 
and growth of the company depend upon the charac- 
ter, ability and personality of the people who are asso- 
ciated with it. In that environment the dignity and 
rights of individuals are fully recognized, as is the 
importance of cooperation for the common good. To 
maintain that kind of environment, selection for key 
positions of men and women who appreciate its im- 
portance and are prepared to ensure its continued 
existence is essential. 


(2) Continue to give major emphasis to the key- 
stone of the company’s business—the development, 
production and sale of chemicals and drugs for curing 
and relieving the ills and preserving the health of 
man and animals. 


Following the establishment of the corporate ob- 
jectives, each division then proceeded to draw up its 
objectives; departments did likewise, and, later, key 
individuals made up their personal objectives. As an 
example of an objective, the Merck Sharp & Dohme 
International Division specified the following: 


The maintenance of the company’s reputation and 
integrity through the continued encouragement of a 
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dignified, cordial and understanding relationship 
with foreign governments, companies and persons 
with whom we deal; the use of factual and honest 
language and methods of presentation in advertising, 
publicity and other promotional material. 


Another example comes from the Merck Sharp & 
Dohme Division, the company’s ethical pharmaceutical 
component in the United States: 


To strive for development of pharmaceutical and 
biological products of superior quality designed to 
prevent, treat or mitigate diseases in man at prices 
that are fair to the consumer, the employees and the 
stockholders of the company. While the search for 
profit normally is consistent with this objective, in 
those instances where conflict may exist, potential 
improvements in the standards of human health will 
be the paramount consideration. 


The latter philosophy has been put into practice 
on more than one occasion. One dramatic example 
occurred in 1957 in the manufacture of Asian flu 
vaccine. Although it was clear at the time that mass 
production of the vaccine was needed as soon as 
possible, there was no similarly clear indication of 
whether we could realize a fair return on the neces- 
sary investments. Nevertheless, we went into produc- 
tion at top speed and soon turned out vast quan- 
tities of the vaccine since the over-riding consideration 
was judged to be the possible contribution to good 
health. 


INDIVIDUAL OBJECTIVES 


Moving to the individual, this system of objectives 
reaches its culmination. At the beginning of every 
year, those officials of the company who participate 
in the executive incentive plan (discussed subsequently ) 
set down on paper the goals they plan to reach in 
carrying out their assignments during the coming year.’ 
After each man’s supervisor has examined the list and 
agrees that the objectives are worthwhile, realistic, 
and demanding enough without being too much so, 
the list is placed on record with the appropriate 
corporate officials. At the year’s end, each man’s per- 
formance is considered carefully. The extent of his 
participation in the executive incentive plan depends 
on three factors: his own results compared with objec- 
tives, the results of his operating division, and the 
profits of the company as a whole. 

To sum up this discussion of objectives, we believe 
that the method is extremely helpful in improving the 





1For example: “Promote the development of measures of per- 
formance for all activities of the department and encourage all man- 
agers to set standards and report against them”; to “review the new 
organization, make workload analyses, define functional assignments 
and take indicated corrective action by May, 1959”; and to “find and 
establish a second-in-command who can function independently 
whether I am in or out of the office.” 
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effectiveness of management at Merck. The system 
encourages key people to make decisions about the 
nature of their responsibilities and how they are ac- 
complishing their functions. It encourages the individ- 
ual approach, it fosters the urge to try something new, 
to take chances. 

Naturally, when you encourage people to take some 
chances, to employ a new and different approach 
to a problem, or to tinker with the established routine 
in an attempt to improve it, you will find mistakes 
being made. We fully expect mistakes to be made. 
But if the batting average of a division or an individual 
is high, we think that the benefits derived from the 
imaginative approach will far outweigh any damages 
of well-intentioned mistakes. 


FINANCIAL INCENTIVES 


One more key ingredient employed in improving 
the effectiveness of Merck management is that of pro- 
viding financial incentives to key individuals and giv- 
ing all employees an attractive opportunity to share 
in the company’s success. 

Under the terms of the Executive Incentive Plan,’ 
key salaried employees who contribute substantially 
to the company’s success are paid awards, either in 
cash or deferred common stock, each year. These 
awards can be quite large when the individual per- 
formance has been especially outstanding; the only 
limit is that the size of the award cannot exceed the 
individual’s annual salary. 

Another extremely important incentive provided 
for key employees is the granting of stock options for 
ten-year periods, the employee being entitled to pur- 
chase the total number of shares granted at the option 
price in equal annual installments over that period. 
An unusual feature is that, whereas only about 190 
employees of our 11,500 employees are now eligible 
to participate in the Executive Incentive Plan, stock 
option grants have been made to well over 600 people. 

A further method of providing rewards to individ- 
uals according to their contributions and their self- 
development is incorporated in a carefully adminis- 
tered personnel-appraisal system. Each supervisor is 
required periodically to assess the people working 
under his direction on an individual basis, and place 
that assessment on record, where it is available for 
future reference. 


Employees thus know that good performances will 
not go unnoticed, anymore than will inferior ones, 
and that promotion within the company rests in their 
own hands. 





2Approved by the stockholders first in 1957, and then extended at 
the Annual Meeting in 1959. 








THE BUSINESS HISTORY 


V. Who Should Write Business History? 


C. Clyde Jones 


It seems likely that three persons, with different 
backgrounds, would provide three different answers to 
the question raised by this article. All three answers 
could conceivably be correct. A professor of history 
might contend that an historian is best qualified to 
write any kind of history. Similarly, a businessman 
with a flair for writing might argue that his vast store 
of practical experience is sufficient for the task at hand. 
A specialist in business administration or economics 
might also build a good case for himself; an authority 
on marketing might be qualified to write a history of a 
department store or a drug store chain. In truth, these 
individuals may or may not be the best persons to 
write a particular company’s history. In practice, no one 
group of persons has an exclusive franchise for produc- 
ing sound business history; historians, economists, 
management and marketing professors, businessmen, 
and others have all demonstrated their abilities in 
the field. 


Qualifications of the business historian 


The failure to identify the business historian with 
any one group does not mean that the “ideal” writer 
cannot be described. To the contrary, there are three 
basic qualifications which a highly successful business 
historian should have: training and experience in re- 
search and writing; a thorough knowledge of history; 
and an understanding of the fundamental processes of 
business enterprise. The sources of these attributes are 
largely irrelevant. On the other hand, sound, scholarly 
works in business history could scarcely be produced 
by a person who does not have all of these traits. Each 
qualification merits separate discussion. 


Research Skills 


Training and experience in research are vital in 
scholarly writing. The training need not have been ob- 
tained in any particular field of learning, since good 
research methods are essentially the same in all fields. 
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The “scientific method,” on which most research rests, 
involves the discovery and assimilation of evidence, 
discriminatory examination of this material, compre- 
hension and evaluation of relevant raw data, and pres- 
entation of well-reasoned interpretations and conclu- 
sions. The first of these steps—discovery and assimila- 
tion of evidence—depends to a large extent upon the 
experience of the researcher. Although some scholars 
appear to use a mysterious “sixth sense” in seeking out 
precious sources, there is really no authentic substitute 
for the experience gained in sorting through mazes of 
raw material in search of pertinent data. Thus, dis- 
covery is closely related to the second process—that of 
discriminatory examination of source materials. The 
true scholar has the capacity for winnowing out worth- 
less chaff in order that he may proceed to the more 
demanding task of understanding and evaluating his 
findings. This requires analytical skills which are de- 
veloped only with practice. A good researcher must 
subject all evidence to rigorous scrutiny; he must re- 
main constantly on guard against casual acceptance of 
so-called “facts” and “proved hypotheses.” He is in- 
herently (but healthily) skeptical of all “truths” and 
insists on his own probing analysis of relevant sub- 
jects. This is where the inexperienced person often 
fails, especially in the writing of history. Amateurs are 
prone to repeat errors of fact and interpretation lifted 
from secondary sources; frequently, a primary source 
is readily available, but the writer assumes that the 
author of the secondary work under consideration is 
thoroughly reliable. 

The fourth phase of “scientific research,” that of 
forming and presenting conclusions, requires not only 
analytical and interpretive skills but writing ability as 
well. Many fine pieces of research suffer from inept- 
ness of expression on the part of the scholar. Good 
writing ability, like good research, comes with expe- 
rience. This is why writers with graduate training fre- 
quently enjoy success as authors; they write seminar 
papers, term reports, and dissertations during their 
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several years of graduate school. These papers are 
criticized by fellow students and by faculty members. 
The graduates of the nation’s best universities will 
normally be able to present clearly and concisely the 
findings of their research. 


A Knowledge of History 


The best research methods would yield poor busi- 
ness history without a thorough knowledge of history. 
For this reason, many would insist that trained histo- 
rians must write company histories. But, as with re- 
search, the source of the knowledge is not important. 
Many outstanding writers of history do not hold aca- 
demic degrees in the field. They have read and 
studied widely and have developed a “feel” for history. 
They are able to place the events about which they 
write in the proper historical perspective. A sound 
business history, for example, must encompass social, 
political, and economic concepts of the pertinent geo- 
graphic area and chronological period. A firm grasp of 
history is essential if the writer is to perceive and 
develop the interrelationships of the business firm and 
the society in which it operated. A major weakness of 
many company histories is the absence of this periph- 
eral analysis. An author may picture forcefully and 
adeptly the internal operations of a company but be 
unaware of developments and phenomena which only 
indirectly bear upon his subject. This is tantamount to 
placing the firm about which he is writing in a vacuum. 
The writer with a thorough knowledge of history is 
not so likely to commit this gross sin. 


An Understanding of Business Processes 


Equally as important as history to the writer of 
business history is an understanding of business opera- 
tions. A writer need not necessarily have had practical 
business experience, although this gives him an enor- 
mous advantage; however, he must possess a minimum 
degree of working knowledge of business techniques 
and terminology. When he delves into the files of a 
company, he must be capable of recognizing and 
interpreting accounting statements; also, he must read 
and evaluate financial data, which requires some so- 
phistication in business affairs; and he will find it 
essential to work with quantitative data concerning 
production and sales. Furthermore, he must under- 
stand the decision-making process of business manage- 
ment. It is in this realm of decision making that the 
astute business historian can make one of his greatest 
contributions to business. By reconstructing the frame- 
work and analyzing the procedures for an historical 
decision, the author can provide useful guides for fu- 
ture managers. A writer who is knowledgeable in 
business practice is undoubtedly better qualified to 
unravel historical decisions than is an individual with 
little understanding of business methods. 
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The Team Approach 


In seeking an author to write a business history, a 
company will not always be able to find one individual 
with all of these special attributes. But, just as a com- 
pany is normally operated by a team of specialists, 
business history can be written by a team. The team 
approach is now fairly commonplace and has the ob- 
vious advantage of bringing together two or more 
persons with different interests and backgrounds. One 
member of the team is often a trained historian who 
can bring historical perspective to bear on a company’s 
development; another member might well be a person 
who has special talents in business which will permit 
him to probe more deeply into the more technical 
aspects of the firm’s operations. A capable teacher of 
accounting or finance, with no knowledge of history, 
could delve into past financial records of a company 
and produce vital information for a business history— 
information that the general historian might not oth- 
erwise comprehend. Or, a professor of marketing could 
render similar services in analyzing a firm’s sales and 
promotion policies in the light of marketing theory. 
Obviously, there are other examples which demon- 
strate clearly the merits of combining the special 
talents of several persons on a business history project. 
These several specialists would complement each other 
well and would be in a position to appraise critically 
each other’s work. The team approach is especially 
geared to the writing of histories of large corporations; 
however, other than potentially higher costs, there are 
few reasons to prevent a small company from utilizing 
a team of writers. 


Writers from the Academic Areas 


In cases where the team approach is impractical and 
a writer with all of the necessary qualities discussed 
above is not available, the next best course of action 
is to seek a scholarly writer who possesses as many of 
the essential traits as is possible. Such a person is likely 
to be found on the staff of a School of Business Ad- 
ministration where business or economic history courses 
are taught. In such an environment, an author would 
have colleagues in the various areas of business edu- 
cation who could offer constructive advice during the 
preparation of a history. 


Objectivity—An Essential 


Association with a School of Business faculty, while 
highly beneficial to the writer of a business history, 
will often bring charges of “pro-business bias” from 
critics. This is a somewhat delicate matter because of 
the nature of past controversy surrounding business 
history. The controversy has its origin in late nine- 
teenth century accounts of American enterprise, writ- 
ten largely by opponents of capitalism and by profes- 
sional journalists seeking to increase the circulation of 
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national magazines through sensational stories about 
abusive business conduct. These writers created a false 
stereotype of the American businessman which has 
survived to this date. The myth was kept alive by an- 
other surge of literature in the Great Depression. 
Basically, the theme was always the same: masters of 
capital, through the exploitation of workers and farm- 
ers, had brought on the failure of the economic system. 
The tycoons of big business were the culprits in both 
Henry George’s Progress and Poverty (1880) and 
Matthew Josephson’s Robber Barons (1943). Histo- 
rians, for the most part, uncritically accepted the 
theme; as a consequence, many of them now openly 
condemn scholarly, competently written business his- 
tories which portray some of the early business leaders 
in a different light. Actually, a book need not be pro- 
business in order to draw fire from these critics; in 
fact, any piece of writing which is not frankly anti- 
business tends to be discounted as business propaganda. 
Of course, the historian should seek at all times to 
maintain a detached and disinterested objectivity in his 
work, regardless of the attitude of hostile critics. 

Business executives naturally show grave concern 
about this matter of objectivity when considering a 
history of their firm. The strong hostility toward busi- 
ness exhibited by many scholarly writers is adequate 
cause for managers to be overly cautious about open- 
ing their company’s files to an “outsider.” There is a 
well-founded fear that a writer, with a degree of anti- 
business bias, might discover a sensational bit of history 
and magnify it out of all proportion to its true signifi- 
cance in the company’s development. Furthermore, 
some writers delight in spreading an unsavory piece of 
gossip about a member of an official family; after 
all, such an item makes exciting reading. Since every 
company has a certain number of skeletons in its 
closet, management is wise to insist that an outside 
observer be a person of mature and impartial judg- 
ment. A competent scholar would neither hide nor 
expose a piece of evidence until he determined the 
relevance of the subject in the development of the firm 
and its policies. It is essential that, in choosing an au- 
thor for a company history, management select an 
individual in whom it can place the fullest amount of 
trust, because the author must have unlimited access 
to all company records and the unrestricted right to 
publish his findings. 

Ideally, the business historian should be neither pro- 
business nor anti-business in his outlook. A firm con- 
templating a history should avoid, at all costs, an 
author who strongly exhibits either bias. The product 
of such a writer will most certainly reflect that bias. 





Business Personnel Usually Produce Poor 
Histories 


There are other types of writers who are also un- 
suited to the writing of sound business history. It is 
definitely a mistake for a company to use one of its 
unproductive executives to produce a history. The book 
will in all probability join the long list of poor his- 
tories and provide added ammunition for the opponents 
of company histories. Unfortunately, many of the re- 
cent books have been of this type. The only virtue is 
that the out-of-pocket cost is kept to a minimum; but 
since no value is received in return, it may be merely 
a means of minimizing losses! 

A similar mistake occurs when a public relations 
expert writes the history of a company. This often 
happens when a centennial or some other anniversary 
calls for a special publicity effort. These books need 
not be total failures, providing the writer is qualified. 
Altogether too frequently, however, the resultant book 
is a slick promotional job which will not withstand 
the searing heat of a critical examination. 


Writing Experience is Necessary 


Another individual to avoid is the inexperienced 
writer who feels that a company history, the publica- 
tion of which will be subsidized by the company, is 
just the thing to launch him on a successful writing 
career. Such a person may possess some excellent 
qualification, such as historical training or business 
experience, but simply lack other attributes essential 
for writing sound business history. Competent writers 
will have demonstrated their capacity for authorship 
through dissertations and published articles. No busi- 
ness firm should engage the services of any person 
who is unable to produce tangible evidence of his 
writing and research ability. 


Choosing the Writer Wisely 


Any firm which is considering the publication of its 
history—and there are many which should do so— 
should ponder at great length the question of author- 
ship. The quality of the work will depend ultimately 
upon the qualifications of the author, assuming that 
the materials are available to do the job properly and 
that the management of the firm is wholeheartedly in 
support of the endeavor. Considering the role which 
business history can play in business and in education, 
the task should not be entrusted to any but the most 
qualified hands. Few companies will support more 
than one history, at least within a century. For this 
reason, the history which a company does underwrite 
should be the best possible piece of work. 


_ The last article in the “Business History” series will appear in a forthcoming issue of the Atlante Economic Review. A complete set of the 
issues containing the articles may then be obtained from the Bureau of Business and Economic Research, School of Business Administration, 
Georgia State College of Business Administration, Atlanta, Ga. Price—35¢ plus 1¢ sales tax in Georgia. 
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MODERN HUMAN RELATIONS 


e WILLIAM G. SCOTT 


Human relations incorporates everything or noth- 
ing, depending on management’s point of view. 
Nearly all management matters would fall into the 
area of human relations if the mere presence of “the 
human element” is a criterion for selecting a human 
relations perspective. Or, human relations would be of 
no value for management if the field is only a neat 
batch of slogans and platitudes. Neither of these 
perspectives, however, is of much significance for 
management action. 

Human relations must be associated with business 
in a practical and useful way to be important to 
management action. 


The Perspective of Human Relations in Terms 
of Its Assumptions 


It is a matter of record that the assumptions drawn 
from “the economic man” hypothesis of human moti- 
vation and behavior affected management practice in 
terms of employee relations. In the same way, different 
assumptions, following the human relations line, also 
affect management practice. Therefore, it is necessary 
first to isolate the assumptions of modern human rela- 
tions in order to understand fully their implications 
for management action. 


THE GENERAL ASSUMPTIONS OF HUMAN 
RELATIONS 


The general assumption states that human relations 
is an interdisciplinary subject; but what is more, hu- 
man relations is uniquely greater than the sum of the 
disciplines which make it up. Further, the benefits 
which flow from an interdisciplinary approach to un- 
derstanding the behavior of people qualify human rela- 
tions to solve problems of human conflict more ade- 
quately. 

The whole being greater than its parts is a Gestalt 
or configurationist approach. The study of a painting 
serves as an example of the meaning of this theory. 
When one looks at an oil painting from a distance, say 
of one foot, all that is seen is a mass of paint blobs. 
But as the viewer moves back from the painting, it 
assumes a structure, a form, a contour. The configura- 
tion which emerges on the canvas is, indeed, more 
than the sum of the blobs of paint which make it up. 


Note: This is an abridgment of the author's article of the 
same title which appeared im Personnel Administration, Journal of the 
Society for Personnel Administration, November-December 1959. 
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In Perspective 


Paint and canvas are only the media through which 
art is expressed. 

The configurationist approach, of course, is the cen- 
tral feature of the general assumption stated above. 
Human relations amalgamates social science disciplines 
and focuses their theories, data, and methods in combi- 
nation on human problems. The problem-solving 
virtue of human relations may be expressed in the 
formula, 2 + 2 = 5. The extra “1” in the formula 
comes from the special twist that human relations 
problem solving gets from utilizing the interdiscipli- 
nary method. Human relations, as a result, contributes 
different and singularly useful insights into human 
problems. Human relations attempts to overcome the 
shortsightedness of specialists working independently 
on a problem. 

Sociology, psychology, and social psychology are the 
disciplines which make up the backbone of human re- 
lations. But this list is expanding through the incorpo- 
ration of other fields. Anthropology of the cultural and 
physical varieties is coming into its own in human 
relations. In communication, semantics and cybernetics 
are being utilized to understand and to improve the 
communication processes in organizations. The human 
relations overtones of the decision-making process are 
being studied not only by social scientists but also by 
mathematicians and philosophers. The traditional 
theories of economics are being re-interpreted in the 
light of more advanced knowledge in the other social 
sciences. Even literature in the area of business fiction 
is being analyzed to gather insights from a heretofore 
untapped source on the behavior of people in organi- 
zational systems. 

The general assumption of human relations is ap- 
propriate in government, organized labor, interna- 
tional relations, and the neighborhood garden club; 
but, from the standpoint of business management 
practice, certain action-designed assumptions are espe- 
cially crucial. These assumptions are not the exclusive 
property of management in business enterprises. They 
have fallen, however, on the most willing ears in this 
sphere of organized activity. 


The Action-Designed Assumptions 


Action-designed assumptions are necessary so that 
management can cultivate a realistic human relations 
philosophy, from which operating objectives and poli- 
cies can be derived. In turn, it is hoped that manage- 
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ment practice will reflect these policies and objectives. 
The eight operating assumptions described, uncriti- 
cally, below appear to represent a consensus of opinion 
among writers on effective measures to improve and 
promote successful management human relations prac- 
tice. 


(1) Good human relations practice is the product of the 
manager's using experience, intuition, and interdisciplinary 
generalizations to guide him in the action he takes.’ This as- 
sumption is the essence, and the most inclusive, of the clinical 
dimension of human relations. 

(2) Employee participation is often essential to higher 
productivity and greater human satisfaction. If employees have 
something to say in affairs that affect their destinies, they will 
be happier. 

(3) The role assumption stems from the variety of expec- 
tations with which an individual is faced at work. Two gen- 
eral categories of roles can be identified. They are the “job- 
oriented role,” and the “informal group-oriented role.” 

The functional aspect of the concept of role from the 
standpoint of the executive is linked to the understanding of 
an individual's behavior as a result of expectation-forces operat- 
ing on him from many different directions in a business 
organization. 

(4) Communication has often been referred to as the 
nervous system of the organization. Anything which impairs 
the functioning of communication will, as a result, limit 
organizational effectiveness in terms of the accomplishment 
of business objectives. 

(5) The next assumption is that teamwork is an indispen- 
sable element of management practice for organizational sur- 
vival. Teamwork and cooperation go hand-in-hand. 

(6) Man is diversely motivated; he has a hierarchy of needs 
which are quite changeable. This assumption is the opposite 
of the money and motivation, economic incentive notion. 
Employee work satisfaction, according to this assumption, is 
not entirely money directed. People derive work satisfactions 
from job accomplishment, recognition, participation and the 
like. 

(7) The seventh assumption is that the plant or office is 
a social system. The executive must be a relationship expert 
to deal effectively with the social system in which he is 
involved. 

(8) The capstone of the preceding assumptions is the last 
one which states that executive skills in human relations 
practice can be developed. This assumption, of course, means 
that the executive’s clinical ability can be improved so that he 
will be equipped to handle concrete human problems suc- 
cessfully. The executive can be trained to be aware, sensitive, 
and competent to cope with the human problems of the 
organization. If this assumption is not made, human relations 
would be merely a rather interesting set of abstractions. 


There is always the danger that listings will leave 
the impression that each item is a discrete, independent 
unit. This is the farthest from being true in the case of 
the above assumptions. They are all tied into each 
other, and together make up a fairly complete picture 
of the point of view of modern human relations. 

Although each of the above assumptions could be 
shown to have shortcomings and inconsistencies, only 





1F, §. Roethlisberger, Management and Morale (New York: Harper 
and Brothers, 1941), pp. 138-141. 
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two rather general criticisms of human relations are 
considered below: 


MODERN HUMAN RELATIONS: A CASE OF INTRO- 
VERSION AND SHORTSIGHTEDNESS? 


Introversion 


If the assumptions just presented can be considered 
totally, they add up to guides for action bordered by 
the rather rigid limits of the day-to-day problems with 
which the manager must deal. Taken as such, the 
assumptions are a useful way to view a certain class of 
problems. These problems are those which the man- 
ager faces when he turns inward to minimize conflict, 
to motivate, and to promote cooperation among his 
subordinates in the organizational social system. Ac- 
cording to some writers, this treatment of the plant 
or office “community” is not adequate for solving 
conflict problems which arise from larger institutional 
settings. 

Human relations could be misleading unless its in- 
troverted nature is recognized. For example, the assimi- 
lation of recently migrated racial or national groups 
into large urban industrial areas could involve numer- 
ous conflict situations on the job. These problems are 
not likely to be solved by the application of human 
relations skills in the limited sphere of the work en- 
vironment; job conflicts may be merely symptomatic 
of reactions to the foreign and frequently antagonistic 
life in which the migrants find themselves. 

Human relations is not a palliative for all human 
problems. The perspective of modern human relations 
assumptions in business is not readily adaptable to 
settle problems of the broader variety just described. 


Shortsightedness 


Evidence relating to the shortsightedness of human 
relations assumptions can be assembled from three 
points. 

(1) Peter Drucker makes a devastating attack on human 
relations when he observes that it lacks adequate focus on 
work, Human relations instead places undue emphasis on 
interpersonal relations and the group. It is not the job, accord- 
ing to Drucker’s interpretation of human relations, that deter- 
mines employee happiness, only the employee's relations to 
fellow workers. He feels, however, that the functions that 
people perform in an organization are a major determinant 
of happiness; and that analysis of work and job is the sensible 
place to begin developing positive motivations for the people 
who are performing various functions in the organization.’ 

(2) Modern human relations tends to neglect the economic 
dimension of work satisfaction. This shortcoming of human 
relations is, in part, a result of a number of research studies 
which have “proven” that the modern employee does not 
place wages at the top of his need hierarchy. In other words, 
social and psychological satisfactions have been found to be 
more important to employees than money. 

It would seem natural for individuals to be inclined during 
periods of wage stability to stress less tangible job satisfactions. 





2Peter Drucker, The Practice of Management (New York: Harper 
and Brothers, 1954), pp. 278-280. 
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This is much like saying that man does not live by bread 
alone, once he has bread. 

For the sake of perspective, economic man should not be 
buried too deeply. Whyte, in this regard, brings up his “face- 
value” theory of human behavior.’ Essentially, this theory is 
that people often do what they do because of perfectly rational 
reasons, not because of deep-seated complexes or subconscious 
motives. Thus, when workers go out on strike, it is because 
they want more money, and not a Freudian reaction against 
the father-symbol of authority. 

Ill-conceived sociological or psychological explanations for 
conflict or human dissatisfaction may be just as dangerous as 
assuming that behavior is completely rational in an economic 
sense. Economic motivation is exceedingly strong, and in 
many cases economic explanations ate quite appropriate for 
understanding human behavior. 

(3) The third cause of human relations shortsightedness 
is the structure of human relations research. Most of what is 
known, empirically, about human behavior is a product of 
human relations research at the operative or, at best, the first 
level of supervision in the company. Further, most human 
relations research has been done in the factory or in the 
military services. The findings of this research, some of which 
have been translated into generalizations, have been considered 
appropriate explanations of behavior at higher levels of man- 
agement. But little research effort has been expended to 
determine whether or not these generalizations are appropriate. 

It may certainly be assumed that people usually like to 
participate, be recognized, and feel a sense of accomplishment 
no matter what their job happens to be. But these conclusions, 
obtained from studies of the behavior of operative employees, 
are not necessarily very useful when a manager seeks to mo- 
tivate his subordinates who, more often than not, will be other 
managers. Additionally, operative studies are especially lacking 
for the objective outside observer who wants to learn more 
about managerial behavior. 

In this latter case, embarrassing questions crop up like how 
do managerial expectations and motivations differ from those 
of operative employees? How does the manager’s view of 
himself condition the role he plays and the satisfactions he 
expects from his job? How does the structure and culture of 
a management group affect the decisions they make? What 
can the data and methodology of political science offer to 
understanding managerial behavior in large, bureaucratic type 
organizations? 

The criticisms of introversion and shortsightedness 
are formidable. But they do not entirely detract from 
the fundamental soundness of the human relations 
point of view for management action. Each assumption 
discussed earlier has, within ethical and pragmatic 
limits, useful application in the realm of the internal 
administration of an organization. It is in the setting 
of the business elements that the perspective of human 
relations must next be treated. 


The Perspective of Human Relations in 
Terms of the Business Elements 


Management does quite a bit more than “dealing 
with people” on a personal basis. Fifty years ago this 
statement would be considered just as simple-minded 


3William H. Whyte, Jr., The Organization Man (New York: 
Simon and Schuster, 1956), p. 40. 
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as it is today. But it has to be made, because the mod- 
ern emphasis on human relations in literature, college 
courses, and executive development programs might 
lead the uncritical and uninitiated to believe that the 
only thing management does is try to get along with 
people. 

In order to show how human relations enter into 
business elements, we may assume a basic business 
model, with elements universal to all organized enter- 
prise. At the outset, it may be said that the right to 
do business is derived from organized society and the 
purpose of the business is the satisfaction of human 
needs. These two considerations are not part of the 
business elements, but are actually the beginning and 
ending points, the reason for being, of the business 
organization. 


THE BUSINESS ELEMENTS 


Objectives 


Objectives are general goals or values sought by 
the organization. Defined, business objectives are: 


(1) Profit—Pecuniary returns after costs, which are either 
retained by the company or distributed to owners. 

(2) Service—The obligation which a company has of pro- 
viding values in a product which the customer has the right 
to expect, consistent with the price paid. 

(3) Soctal—General values created by the company in the 
interest of the public from which no monetary reward is 
anticipated. 

(4) Personal—The obligation to create an atmosphere con- 
ducive to rendering economic, social, and psychological satis- 
factions to employees. 


The objectives of economy and efficiency ate col- 
lateral to the above primary objectives, and relate to 
the effective operation of the organization so that the 
primary objectives can be achieved in an optimum 
fashion. 


Leadership 


Objectives are accomplished through leadership, 
which assumes three forms in an organization: 


(1) Administrative—The management of other managers 
in a line organization. This form of leadership extends from 
the president down to the first line of supervision. 

(2) Staff—While the staff includes also some elements of 
line leadership, in this case, staff leadership refers to the 
effective performance of advisory and facilitative services for 
the line. 

(3) Operative—The management of employees at the 
point of the creation of goods or services. This form of leader- 
ship is often referred to as first-line supervision. 


The activities of leaders are circumscribed by or- 
ganizational policies and standards of conduct—ethics. 


Management Functions 


Management functions give leadership direction. 
Management functions are a convenient way of de- 
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scribing the activities performed by management in 
the content of their jobs. 

(1) Planning—considering and establishing related facts 
in advance to achieve desired results. The essence of planning 
is the selection of alternatives and standards to set and guide 
a future course of action. 

(2) Organizing—establishing the proper relationships 
among work, people, and the work place. 

(3) Motwating—stimulating people to action toward ob- 
jectives through the application of sanctions (incentives). 

(4) Controlling—insuring that the action taken proceeds 
according to the previously established plans. 


Business Functions 


Management functions bring life to the functions of 
a business. The organic business functions are the 
creation, distribution, and fimancing of a utility. These 
functions are called organic because they are so vital 
that the business ceases to exist unless they are per- 
formed. 


The Productive Factors 


A business creates, distributes, and finances goods 
and services through the media of management coordi- 
nation and direction of the productive factors. The 
physical and human factors, which include men, 
money, materials, methods, machines, and markets, 
are merged in a company by organization and opera- 
tions. 


The Satisfaction of Human Needs 


The direction which all business activity takes is the 
satisfaction of the needs of people. It must be noted 
that the objectives listed as the first element in the 
business plan coincide with those categories of people 
interested in the functioning of a business. For 
example: 





Service objective ..............................Customers 
ee Owners 
Social objective ——— 


Personal objective... east: Employees 
HUMAN RELATIONS AND THE BUSINESS ELEMENTS 


The business factors described in the foregoing out- 
line clearly show that an organization is a combination 
of human and nonhuman elements and processes. The 
factors which most directly involve the application of 
human skills by management are the personal objec- 
tive, leadership guided by personnel and human rela- 
tions policies, management function of motivating, 
and the human segment of the productive factors. 

Such matters as general policy making, planning, 
organizing, and controlling do include consideration of 
the human factor, of course, but they require more than 
the use of human skills in order to be accomplished 
effectively; they require technical skills, overwhelm- 
ingly at times. 

A case is not being built for a conflict between tech- 
nical skills and human skills. Quite to the contrary, an 


executive needs both. The relative degree of impor- 
tance to him of human skills versus technical skills 
depends entirely upon what function he performs in 
the organization. Ideally, the executive should be 
competent in both skill areas, because the necessity for 
their use is apparent in practically every part of the 
business organization. The skillful executive is one 
who can blend the human factors with the nonhuman 
so that the organization can meet its objectives without 
a loss of dignity among the employees serving it. 
Human Relations and the Development of the 
“Whole Man” 

At an executive seminar, the conference leader 
proposed to the men attending that management had 
the human obligation for developing the whole em- 
ployee. The argument ran that management’s respon- 
sibility toward employees did not end with simply the 
provision of tools, good wages, adequate leisure time, 
and the proper training to perform jobs. Management 
must also be concerned with providing the type of 
environment which would be conducive to extending 
each employee’s scope beyond the narrow confines of 
the job he was performing. Thus, management had to 
consider the moral, educational, psychological, and so- 
cial well-being of the workers. The worker had to be 
treated as a bio-psycho-spiritual-social organism. 

This position was immediately challenged. Some of 
the conferees wondered if the conference leader had a 
very realistic view of superior-subordinate relation- 
ships. They asked if it was not sufficient for manage- 
ment to provide good tools and working conditions, 
decent wages, and enough time to enjoy a higher 
standard of living. After all, the comments ran, 
these are the things that American management 
knows how to do best. Why try to convert managers to 
combination social workers, psychologists, ministers, 
and teachers? 

The positions of the conference leader and those 
conferees questioning him were both rather extreme, 
but they do serve to illustrate a point. Business is a 
fundamental institution in society; management is the 
human instrumentality through which the institution 
is brought to life to serve'a socially useful purpose. 
This purpose is to provide goods and services for the 
consuming public. The inescapable conclusion is that 
business still exists to perform an economic function 
in society. 

Management is responsible for seeing that this 
function is carried out with a certain degree of dis- 
patch. Management may decide that the use of human 
relations assumptions and tools will facilitate the ac- 
complishment of economic goals; but this decision in 
no way changes the character or reason for being of 
the. business organization. The introduction of a “hu- 
man” approach toward the people in a company may 
simply be a result of a cold, calculated, economic 


THE ATLANTA ECONOMIC REVIEW 


oS J “~~ a 


decision on the part of policy makers in the organiza- 
tion. 

Naturally, these observations should not be inter- 
preted as generalizations on management motives be- 
hind the promotion of good human relations. Indeed, 
management could stand behind the human relations 
program as actually the human thing or even the 
proper spiritual thing to do. The motive depends on 
the aspiration. 

The motives underlying human relations practice 
can be found in any one, or a combination, of three 
aspirational levels. These aspirational levels are the 
materialistic productive efficiency, the humanistic, and 
the theological. These aspirational levels can exist 
as ends independent of one another. But more likely 
they are tightly interwoven in an almost infinite num- 
ber of patterns. 

An interpretation of the interrelationships among the 
aspirational levels could possibly run as follows. A 
management philosophy which aspires for the materi- 
alistic level cannot hope to achieve this goal without 
recognizing the human dignity of all employees, the 
humanistic level. 

It is just a step from this proposition to the next. 
Human dignity is firmly rooted in the Judeo-Christian 
tradition which places great weight on the worth of 
the individual and the brotherhood of man. Therefore, 
the theological attitude is that human relations moti- 
vated by Christian love has divine approval. 


ORDERING THE ASPIRATIONAL LEVELS 


In the traditions of western culture, the aspirational 
levels for management human relations practice can 
be arranged hierarchically. The lowest would be the 
productive efficiency aspiration, and the highest aspira- 
tion would be the theological. Few, if any, manage- 
ment practices done in the name of productive effi- 
ciency could find justification if the outcome violates 
human dignity or is opposed to Judeo-Christian doc- 
trine. 

Though this observation is somewhat platitudinous, 
it does bring up the acceptability of management prac- 
tice if the conditions are reversed. Could management 
practice done in the name of human dignity or theo- 
logical doctrine be justifiable if such practice violates 
the productive efficiency aspirations? 


THE “AUTOMATICITY NOTION” 


Few human relations practitioners come to grips 
with the foregoing question. It is assumed away by the 
convenient “automaticity notion.” This notion assumes 
that successful accomplishment at one aspirational 
level will yield desirable outcomes at another. For 
example, the scientific management pioneers felt 
that if the productive efficiency aspiration could be 
attained, the humanistic aspiration could also be at- 
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tained. Or, the human relationists believed that realiz- 
ing the humanistic aspiration would go far toward 
achieving the productive efficiency aspiration. Finally, 
the theological aspiration satisfies, automatically, the 
humanistic aspirational level which, in turn, would 
have positive results on the productive efficiency level. 

While this description of the automaticity notion 
has been oversimplified, the implications of the whole 
idea are fairly evident. A theory of an automatic rela- 
tionship among the aspirational levels would tend to 
distort the picture of the nature of management’s func- 
tion in society. When a conflict of choice occurs 
(human dignity or productive efficiency, Christian 
principles or materialistic expediency) a decision has 
to be made by management, and management has to 
accept the consequences of its decision. Heaven is the 
only place where all aspirational levels are mutually 
agreeable and consistent. The function of management 
is to choose goals from an aspirational level which will 
not always be compatible with alternative goals avail- 
able in the other aspirational levels. This is the role 
of decision making. 


THE “WHOLE MAN” APPROACH—MANAGEMENT’S 
FUNCTION? 


From the above, certain concluding observations 
should be made. The “whole man” approach seems to 
be asking management to operate on all aspirational 
levels at the same time. While this demand may be 
outside the practical limits of human ability, it appears 
also to be a misdirection of energy when viewed in the 
light of other management jobs. Our society is spe- 
cialized, and it is not management’s primary function 
to make other managers and operative employees 
happy. Fortunately, or unfortunately as the case may 
be, human relations programs which are supposed to 
yield employee happiness are justifiable only if the 
true economic function of the business organization is 
not impaired. 

The curious thing is that some people consider man- 
agement responsible for the development of the 
“whole man” in the first place. The argument usually 
given is that work is a way of life; a man’s most im- 
portant (productive) years are spent on a job. There- 
fore, management should do what it can to extend an 
employee’s range, to develop him to be a better person. 

One wonders how other institutions, which also are 
supposed to make people better, fit into this picture. 
Could it be that education and the church, or even the 
family, are so ineffectual that the necessity for human 
development must fall to management in the business 
environment? If the answer is positive, then the as- 
sumptions of modern human relations should be re- 
considered, and the conception of the business 
organization in terms of its functions should be 
revolutionized. 











SOUTHEASTERN CORNER 


Trends in Manufacturing Employment in the Southeast 


For some years now, many of the southeastern 
states have been celebrating their record of economic 
growth, particularly with regard to manufacturing em- 
ployment. It is interesting to examine this record and, 
against the background of vigorous competition 
among the southern states for new industry and capi- 
tal development, to see who is “the fairest of them 
all,” and, in addition, to see how the progress of the 
Southeast compares with developments in the rest 
of the country. 

From the period 1939 to 1958 the forty-eight states 
averaged a 66 per cent increase in manufacturing 
employment. If the southeastern states are removed 
from this total, the per cent increase is lowered to 
62. This is one way of dramatizing the fact that the 
growth pattern of manufacturing employment in 
the eight southeastern states has been remarkable. 

For the nineteen-year period mentioned, the eight 
states have averaged an increase of 115 per cent, with 
none of them registering less than an 80 per cent 
gain. Thus, each of the southeastern states has out- 
stripped the national average increase, and all appear 
to be climbing (Graph I) while the rest of the nation 
is leveling off. 














Florida, of course, is in a class by itself. A look at 
Table 1 shows that Florida has increased 231 per 
cent in manufacturing employment, far ahead of the 
second highest, Mississippi. It has also led the region 
in gains in income from manufacturing (1525 per 


Table 1 


MANUFACTURING GROWTH IN EIGHT SOUTHEASTERN STATES 
1939 to 1959* 














State Employment Income** Value Added 
% Increase Rank %o Increase Rank % Increase Rank 

Alabama 80.2 7 780.0 6 610.9 6 
Florida 231.0 1 1524.5 1 1134.7 1 
Georgia 102.4 4 828.7 3 650.2 4 
Louisiana 80.0 8 789.0 5 619.5 5 
Mississippi 146.0 2 1041.2 2 773.0 2 
North Carolina 81.5 5 625.2 8 469.2 8 
South Carolina 81.2 6 719.0 7 693.5 3 
Tennessee 116.7 3 801.5 4 586.3 7 
S'eastern Avg. 114.9 888.6 692.1 

U. S. Average 66.0 628.5 472.5 





*Data shown for income is for period 1939 to 1958. 


**Income represents wages 
SOURCE: Statistical Abstract of the U. S. 


20 


and salaries derived from manufacturing employment. 
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cent as compared to a southeastern average of 889 
per cent and a U. S. average of 629 per cent) as well 
as holding first place in gain in value added by manu- 
facture (1135 per cent compared to a southeastern 
average of 692 per cent and a U. S. average of 473 
per cent). It should be pointed out, however, that 
although Florida overtook Louisiana in manufactur- 
ing employment in 1955, it still ranks sixth among 
the eight states in total manufacturing employment, 
sixth in income from manufacturing, and fifth in 
value added. Thus, part of Florida’s remarkable 
growth is explained by the fact that it started with a 
relatively low base. 

In view of the interest that has centered on North 
Carolina’s industrial development activities in the past 
few years, it is surprising to note that that state has 
experienced only an 82 per cent increase in manu- 
facturing employment in the past nineteen years, rank- 
ing it fifth among the eight states in terms of per cent 
increase. Of course North Carolina started with the 
highest base in the Southeast and still has the largest 
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manufacturing work force in the region. Similarly, 
though it ranks eighth in growth of manufacturing 
income (625 per cent as compared to national average 
of 628 per cent and southeastern average of 889 per 
cent) and eighth in increase of value added by manv- 
facture (469 per cent as compared to national average 
of 473 and southeastern average of 692 per cent) 
North Carolina started with the highest bases and 
still maintains the highest levels in both these 
categories. 

As mentioned before, it can be seen from Graph I 
that in varying degrees all of the southeastern states 
are trending upward rather dramatically while the 
average of the other U. S. states has leveled off since 
1952. Needless to say, the southeastern states, proba- 
bly more than any other region in the U. S., have a 
long way to come to achieve their economic potential. 
Next month’s article will deal with the question of 
whether, based on current developments, the Southeast 
is maintaining this unprecedented growth pattern. 

John R. O’Toole 
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December 1960 
ATLANTA AREA ECONOMIC INDICATORS 



































% change 
12 months ‘60 
December November % December % over 
1960 1960 Change 1959 Change 12 months ‘59 
EMPLOYMENT 
Job Insurance (Unemployment ) 
Payments $647,984 $461,835 +40.3 $672,661 —3.7 +14 
- Insurance Claimants —___.. 9,657 7,569 +27.6 8,078 +19.5 +7.3* 
otal Non-Ag. Employment 364,100 360,800 +0.9 366,000 —0.5 +0.7* 
Manufacturing Employment —__ 81,650 80,150r +1. 84,250 —3.1 +2.1* 
Average Weekly Earnings, 
Factory Workers $81.56 $80.98r +0.7 $77.81 +48 +1.2* 
Average Weekly Hours, 
Factory Workers 39.4 39.5r —0.3 39.1 +0.8 —1.9* 
Index of Help Wanted Ads 
(Seasonally adjusted, 1947-49 
Avg=100) 122.5 130.8 —6.3 165.8 —26.1 —16.7 & j 
CONSTRUCTION 
Number of Building Permits§ 510 660 —22.7 420 +214 —79 
Value of Building Permits§ ________. $8,506,228 $8,733,111 —2.6 $3,392,952 +50.7 —20.1 
Employees 20,400 21,500r —5.1 21,150 —3.5 —5.9* 
FINANCIALt 
Bank Debits (Millions) _.____. $2,184.4 $2,072.6 +54 $2,267.3 —37 +59 
Bank Deposits (Millions) —_. $1,405.6 $1,366.8 +28 $1,290.9 +89 +3.6* 
OTHER 
Department Store Sales Index __.. 165 166 —0.6 176 —6.3 —1.27 
Retail Food Price Index _.____ 118.2 118.7 —04 114.2 +3.5 +1.1** 
Number of Telephones in Service. 384,505 382,029 +0.6 360,646 +6.6 +9.7** 
Consumer Price Index 127.7 127.9# —0.2 126.4 +1.0 +14 
r—Revised * Average month **End of period {I—Based on retail dollar amounts 
§City of Atlanta only #Preceding quarter + Data from members of the Federal Reserve System only 


Sources: All data on employment, unemployment, hours, and earnings: Employment Security Agency, Georgia Department of Labor; Number Help 
Wanted Ads: Atlanta Newspapers, Inc.; Building permits data: Office of the Building Inspector, Atlanta, Georgia; Financial data: Board 
of Governors, Federal Reserve a per. Retail Food Price Index: U. S. Department of Labor; Department Store Sales Index: Federal Re- 
serve Bank of Atlanta and Board of Governors, Federal Reserve System; Telephones in Service: Southern Bell Telephone and Telegraph 
Company. 
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The recessionary movement of the American econ- 
omy is being felt more and more in the Atlanta area. 
Figures released by the Georgia State Employment 
Service for the Metropolitan Area showed that unem- 
ployment continued rising through the month of De- 
cember, reaching a mid-month total of 18,000. This 
was a jobless rate of 4.2 per cent of the Atlanta 
civilian labor force and, in turn, meant that in Decem- 
ber 1960 there were 1,300 more jobless persons than 
there were in December 1959. The December 1960 
unemployment figure also represented a monthly in- 
crease of 650 over the previous month in 1960. 

The State Employment Service reported in January 
that it expected unemployment to continue its upward 
trend at least through February. Key sources contacted 
at the time of this writing (February 8) indicate that 
unpublished January and February figures do reveal 
that unemployment has continued to rise in the At- 
lanta area and that no relief is expected until around 
spring! 

Other employment indicators in December revealed 
a similar picture. Job insurance payments for Decem- 
ber ($647,984) represented a record for the year and, 
with the exception of December 1959, were the high- 
est amount paid in any one month since the recession 
months of 1958. The number of persons filing claims 
for unemployment insurance in December (9,657) also 
registered the highest mark on record since August 
1958. Following the same pattern, the number of 
help wanted ads in December dropped to its lowest 
point since December 1953, indicating that the de- 
mand for labor had continued to slip. 

Over-all, then, the unemployment picture in the 
Metropolitan Area was very bleak as of December, 
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and according to latest reports has gotten worse since 
then. Further evidence of this is seen in employment 
in contract construction. The December figure of 
20,400 is lower than it was for the Decembers of 
1958 and 1959 and contributed to making the 1960 
total some six per cent under 1959. 

Some encouragement is seen in the construction 
picture, however, as the City of Atlanta Inspector of 
Buildings’ office issued 1,782 building permits of all 
types during the last quarter of 1960. Though 
this is some 322 less permits than were issued in the 
third quarter, it is nevertheless a good fourth quarter 
figure, being 181 more than the fourth quarter of 
1959. Since a good portion of the permits presumably 
represents work to be begun in 1961, this should get 
the construction employment category off to a good 
start in the new year. Over-all though, 1960 saw 
only 8,311 permits issued, whereas there were 9,028 
issued in 1959. In addition, the value of the 1960 
permits was 20 per cent under 1959. 

Bank debits, a good indicator of spending, after 
taking a seasonal dip in November climbed back to 
the respectable level of $2.18 billion in December, but 
even this was somewhat below August and September 
totals and represented about a four per cent drop 
from December of 1959. In fact, the fourth quarter 
1960 total was less than the third quarter. Such a 
situation has not occurred recently, in fact not since 
World War II. 


Christmas 1960 apparently did not live up to com- 
mercial expectations in Atlanta. The department store 
sales index, seasonally adjusted, fell off one per cent 
from November and was down six per cent from 
Christmas of 1959. 

John R. O’Toole 
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Publications Available 


BULLETIN NUMBER 8 
STUDIES IN BUSINESS AND ECONOMICS 


Early Cardinal Utility Theory 

... George J. Malanos 
40 pp., 6 x 9 in. 
(No charge for single copies) 

Early writers on the subject of cardinal utility 
theory, seldom distinguishing between axioms and 
theorems, based their analysis for the most part on 
implicit assumptions. Dr. Malanos states the funda- 
mental presuppositions (axioms) of early cardinal 
utility theory explicitly, and from these derives a self- 
consistent set of theorems. He demonstrates further 
that the conclusions of early writers were “not limited 
to positive theory, but extended into normative eco- 
nomics since they wished to stress the remarkable 
advantages of the competitive order which was leading 
society to maximum welfare.” 

Dr. Malanos is Professor of Economics and Chair- 
man of the Department of Economics, Finance and 
Statistics, School of Business Administration of Geor- 
gia State College of Business Administration. 


RESEARCH PAPER NUMBER 18 


The Use of Psychological Tests in 
Selecting Salesmen in the South 

... Carrol W. Ehlers 
56 pp., 84 x 11 in. 
(Price—50¢ plus 2¢ sales tax in Georgia) 

For a company that has a product or service to 
sell, good salesmen are essential. In recent years the 
use of psychological tests in selecting salesmen has 
become more widespread. Dr. Ehlers’ paper is a 


survey of the extent of use of psychological tests in 
salesman-selection by southern firms and the various 
testing practices followed. The study also sets forth 
the characteristics of users of tests as compared to 
those of nonusers. 

Dr. Ehlers is Professor of Marketing, School of 
Business Administration, Georgia State College of 
Business Administration. 


BULLETIN NUMBER 9 
STUDIES IN BUSINESS AND ECONOMICS 


An Econometric Model of the American 
Minor Cycle 
... George J. Malanos 
Henry Thomassen 
47 pp., 6 x 9 in. 
(No charge for single copies) 

The purpose of this study, as stated by the authors, is 
“To construct a system of equations which will predict 
as much as one year in advance, and with a precision 
that is acceptable for policy-making, the quarterly mag- 
nitudes of American aggregate employment and gross 
national product.” In their conclusions the authors 
signified that, for the 1947-57 period and in the ab- 
sence of a Juglar cycle, it was their “concerted opinion 
that the chief cyclical variation has originated with 
spending upon consumers’ durables.” 

The authors are on the faculty of the School of 
Business Administration of Georgia State College 
of Business Administration. Dr. Malanos is Professor 
of Economics and Chairman of the Department of Eco- 
nomics, Finance and Statistics. Dr. Thomassen is Asso- 
ciate Professor of Economics. 


For copies of the studies named above, send requests to the Bureau of Business and Economic Research, School 
of Business Administration of Georgia State College of Business Administration, 33 Gilmer Street, S.E., Atlanta 3, 
Georgia. 
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